The Stage of the European Unionʼs Economic Recovery  by Tuca, Sabina
 Procedia Economics and Finance  16 ( 2014 )  374 – 380 
2212-5671 © 2014 The Authors. Published by Elsevier B.V. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/3.0/).
Selection and/or peer-review under responsibility of Scientific Committe of IECS 2014
doi: 10.1016/S2212-5671(14)00816-8 
ScienceDirect
Available online at www.sciencedirect.com
21st International Economic Conference 2014, IECS 2014, 16-17 May 2014, Sibiu, Romania
The Stage of the European Union`s Economic Recovery
Sabina Tucaa,*
aFaculty of Economy and Business Administration / Department of Economics, "Alexandru Ioan Cuza" University, Iasi, Romania
Abstract
The European Union has faced since 2008 a financial and economic crisis simultaneously with a sovereign debt one. In this context,
the European Union has tried to find the proper solutions to overcome its crisis. The purpose of this paper is to analyze EU`s
economic recovery, in order to see if the solutions taken have been the most suitable. From this point of view, the findings revealed
that EU is currently facing a fragile recovery, the measures taken being more suitable for countries that did not have structural
problems, not for the ones facing a sovereign debt crisis.
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1. Introduction
The current global crisis started in the U.S. with a subprime mortgage crisis, immediately becoming a crisis of the
entire banking system, moving to a monetary and financial market crisis. As a result all economic activities and
economic sectors have been affected by this recession. Since its debut in 2007, the crisis continued to increased, despite
the attempts of governments to stop its progress. However, in the last years there have been signs of economic recovery.
Although for some countries the crisis has ended, there are others that are still struggling to get out of crisis.
The situation is the same in the European Union, where as Diacon, Donici & Maha (2013) state that there are
countries that have not been affected by the crisis (Poland), countries that have overcome the crisis (Germany, United
Kingdom or Netherlands) and countries for which the crisis is far from over  (Greece, Spain).
In this context, the aim of this paper is to analyse EU`s economic recovery, taking into consideration the main
economic indicators and the measures taken by different countries to counteract the effects of the 2007`s crisis.
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2. The European Union`s crisis – an overview
Although the economic and financial crisis has started in United States in 2007, the European Union has not
remained immune to this severe and pervasive crisis. Before its beginning, the EU`s economy was the strongest that
has ever been, with a growth of 3,4 % in 2006 and 3,2 % in 2007, the best values of the growth rate since 2000. In
spite of this, the crisis has hit the European Union in early 2008, its effect occurring in two stages, as Yurtsever (2011)
highlights. So, in the first stage the EU has faced the economic recession, following the global economic downturn. In
this stage, the macroeconomic indicators have modified significantly both at EU level and in the individual countries
(the real GDP dropped, the unemployment rate of the euro area increased, budget deficits exceeded the limit of 3%
of GDP and public debts execeed 60 % of the GDP). In the second stage the EU has faced the sovereign debt crisis
that firstly began in Greece (Yurtsever, 2011, p. 688).
Regarding the sovereign debt crisis, between 2008 and 2009 there was little concern about European sovereign
debt. For all that, due to the global financial shock, in late 2009, a number of countries announced larger-than-expected
increases in deficit/GDP ratios, among these Greece announcing a deficit forecast of 12.7 % of GDP for 2009, as Lane
(2012) underlines. From this point on the sovereign debt crisis enhanced. Consequently, Greece was shut out of the
bond market in May 2010, followed by Ireland in November 2010 and Portugal in April 2011. Also, Spain and Cyprus
sought official funding in 2012. In each case of bailout, European Union and IMF programs have been established
under which funding would be provided on condition that the recipient countries implemented fiscal austerity measures
and structural reforms to boost growth (especially in Greece and Portugal) and recapitalized and deleveraged
overextended banking systems (especially in Ireland) (Lane, 2012, p.57).
Therefore, in order to overcome its economic crisis, the European Union has taken different measures, going from
a stimulus package at its` debut to fiscal austerity later on. However, according to Dabrowski (2010) the EU’s answer
to the crisis came quite late and sometimes not in a well-coordinated way, pointing out that until the late summer of
2008, the European Union downplayed the magnitude of the economic and financial crisis. At the time, the main policy
concerns were related to the appreciation of the Euro, the continuing inflationary pressure, the reduction of the US
demand for EU export and the weakening of the housing market in some countries of the EU. Also, due to various
factors such as different speeds and strengths of cross-country financial contagion, uneven exposure of each country
to shocks, uneven capacity and resources to provide rescue on individual economies and nervous reactions on a
national level, the attempt to coordinate policies at a European level has proved to be very difficult (Dabrowski, 2010,
p.42).
On the other hand, Yurtsever (2011) classifies the measures taken by the European Union into three types.
Firstly, between 2008 and 2010 the European Union has introduced a stimulus package to recover the economy. This
package was part of the European Economic Recovery Plan that was announced by the European Commission at the
end of 2008. This plan has enumerated for the Member States a variety of proposals in key areas, all created to stimulate
and support the economy and work towards a global solution. Secondly, because the European Union had to face a
sovereign debt crisis simultaneously with the financial crisis, it has developed a number of reforms meant to assure a
proper supervision and governance of the financial system, by creating the European Systemic Risk Board and the
European System of Financial Supervisors. Thirdly, the EU has implemented policies in order to increase coordination
among Member States through economic governance mechanisms. Among these, the European Union has created a
fiscal surveillance mechanism for the countries in the Euro area.
At the same time, together with the measures implemented at the level of the European Union, each Member
State has come up with its own solutions to counteract the effects of the economic and financial crisis. Consequently,
most countries have taken tough austerity measures, especially starting with 2010. The austerity measures taken have
included freezing or reducing of wages and pensions, raising the retirement age, increasing the VAT, taxation of
pensions, increasing excises and the reduction of other public expenditures. However, the effectiveness of fiscal
austerity policies is a topic highly debated among economists. While, Kondonassis (2013) argues that austerity is not
the answer to the economic difficulties of the European countries, Radoševi (2012) emphasizes that fiscal austerity
is desirable for the long-run solvency and health of the economy, while it lowers growth and raises unemployment in
a short term. Moreover, according to Radoševi (2012) austerity causes higher unemployment which leads to higher
deficits and eventually more austerity, resulting bad equilibrium of the economy.
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The EU countries most hit by the crisis include peripheral countries, such as Greece, Italy, Spain, Portugal and
Ireland. Of these, Greece is the worst case scenario, with shrinking economy and high unemployment rate, especially
among young people. In this context, Germany, the largest and richest country of the European Union, has played a
dominant role in urging austerity for the peripheral countries which have faced high deficits and debts: Greece had a
huge public sector debt, Spain had a private sector overindebted, Italy and Portugal were facing a shortage liquidity
and Ireland had insolvent banks. However, there have been many other European countries that embraced fiscal
austerity, even if not needed. If the above countries have adopted austerity policies required by lenders, Great Britain
has voluntarily decided to follow these policies. If by 2010 the UK has used tax incentives to exit the crisis,
immediately after the appointment of David Cameron as prime minister, he announced major cuts in public spending.
This decision has been motivated based on trust concerns, Cameron considering that with the adoption of the package
of austerity measures, confidence in the UK economy will increase. Krugman (2012) noted that this did not happen,
companies` trust decreasing to levels not seen since the height of the financial crisis and consumers` confidence fell
to below the levels of 2008-2009.
In addition, Germany, despite being one of the strongest economies in the euro zone, has set to reduce the budget
deficit by 80 billion Euros by 2014. In this regard, the country reduced the armed services with 40,000 troops, fired
10,000 public servants and put a new tax on nuclear energy.
Despite pessimistic predictions on austerity, the measures taken by European Union to recovery from the crisis
began to show results, as Welch (2011) highlights. Although EU`s recovery will take time and individual countries`
economic situation will improve substantially different, at the end the EU will be able to preserve a stable and strong
economy, capable of withstanding another global economic downturn (Welch, 2011, p. 489). On the other hand,
Diacon, Donici & Maha (2013) believe that despite the fact the crisis has ended, forms of it will still occur in different
countries, due to wrong policies adopted and also of the ones misapplied.
3. The European Unions` current economic situation
In order to analyse the evolution the EU`s economic situation during the crisis, this paper will first examine the
main macroeconomic indicators at the level of the entire European Union. The period chosen is 2006-2012, for EU
27, taking in consideration that for 2013 there is no official value for the indicators presented and also that Croatia
wasn`t a EU member in the period analysed, so it hasn`t been considered EU 28. The struggle to overcome the crisis
meant for the EU a process in which the measures taken have reflected more or less in economic statistics.
Looking at table 1 it can be noticed that in recent years the EU's economy begins to rebound, even though it is
obvious it hasn't fully recovered. Moreover, the values of the indicators analysed show clearly that the effects of crisis
have appeared in the European Union in 2009. At least, regarding the GDP growth rate and unemployment rate, they
have improved in 2011 and had a major fall in 2012. At the same time, inflation and public deficits had a positive
evolution, in 2012, getting closer to the recommended EU values. Moreover, significant improvements have been
achieved in public finances since 2011, with differentiated budgetary adjustments under the strengthened EU
framework.
Table 1: The main macroeconomic indicators for the European Union, 2006-2012
Year
Country 2006 2007 2008 2009 2010 2011 2012
GDP growth rate (%) 3,4 3,2 4,0 -4,5 2 1,7 -4
Unemployment rate (%) 8,5 7,2 7,1 9 9,7 9,7 10,5
Inflation (%) 2,3 2,4 3,7 1 2,1 3,1 2,6
Public Deficit (% din GDB) -1,5 -0,9 -2,4 -6,9 -6,5 -4,4 -3,9
Public Debt 61,5 58,9 62,2 74,5 80 82,4 85,2
Source: Eurostat
According to the European Commission (2014) in 2013 the EU`s economy continued to improve, the GDP growth
rate being positive starting with the second quarter of the year. This growth is predicted to continue in the following
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years. However, unemployment is set to remain high, with significant differences among countries. The subdued
recovery of economic activity is expected to lead to only a minor positive impact on employment in 2014, but more
visible ones in 2015. Also, the inflation rate, which has fallen in 2013, is expected to remain low at least until 2015.
Thereby the inflation is foreseen to fall further to around 1% in 2014. Regarding the public finances of the EU, after
significant fiscal consolidation in the last years, the overall deficit is predicted to fall, albeit slowly, gradually. Headline
deficits are expected to decrease further in 2014 and to stabilize in 2015, as recovery broadens across the EU. Also,
the public debt in the EU, is expected to have raised in 2013 and continue this uptrend in 2014, though at a somewhat
lower pace. In 2014, public debt is expected to get to 89.7% of GDP. Only starting with 2015, the public debt is set
to decrease (European Commission, 2014, p. 9).
4. Economic differences between EU countries
In order to see the economic situation of each country compared to the one in the other countries, in this paper a
Principal Component Analysis was performed, for the 27 members of the European Union in 2012, the year with the
last data available on Eurostat, regarding the socio-economic indicators included in this study.
The variables included in the study are:
• GDP growth rate (annual average %) - GDP_Growth;
• Unemployment rate (annual average %) - Unemployment_Rate;
• Fiscal Deficit (% of GDP) - Fiscal_Deficit;
• Public Debt (% of GDP) - Public_Debt;
• Inflation rate (annual average %) - Inflation_Rate;
• Government Investment (% of GDP) - Government _Investment.
Principal Component Analysis could be used because the Kaiser-Meyer-Olkin Measure of Sampling Adequacy
was 0,773, higher than 0,5, as required. Also, the Correlation Matrix, from table 2 shows that between the six variables
there are strong correlations, the determinant having a value (0,080) closed to 0.
Table 2: Correlation Matrixa for the variables included in the analysis
GDP
Growth
Unemployment
Rate
Fiscal
Deficit
Public
Debt
Inflation
Rate Investment % GDP
Correlation GDP Growth 1,000 -,291 ,548 -,677 ,174 ,473
Unemployment
Rate
-,291 1,000 -,664 ,433 -,228 -,268
Fiscal Deficit ,548 -,664 1,000 -,660 ,234 ,529
Public Debt -,677 ,433 -,660 1,000 -,271 -,645
Inflation Rate ,174 -,228 ,234 -,271 1,000 ,276
Investment % GDP ,473 -,268 ,529 -,645 ,276 1,000
a. Determinant = ,080
Source: Own processing in SPSS 20.
At the same time, table 3 reveals the fact that there are three factorial axes to interpret, that explain 83,08% of the
total variance. However, for the purpose of this analysis there will be interpreted only the first two factorial axes,
that explain almost 70% of the total variance.
Table 3: Total Variance Explained
Component
Initial Eigenvalues Extraction Sums of Squared Loadings
Total % of Variance Cumulative % Total % of Variance Cumulative %
1 3,231 53,851 53,851 3,231 53,851 53,851
2 ,897 14,956 68,807
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Source: Own processing in SPSS 20.
Figure 1: The contribution of initial variables to obtaining the principal components
Source: Own processing in SPSS 20.
Figure 1 emphasizes the contribution of initial variables to obtaining the principal components. On one hand, the
first factorial ax, that explains 53,85% of the total variance reveals that there is a positive correlation between the
inflation rate, the fiscal deficit, the government investment rate and the GDP growth rate. Also between these variables
and the unemployment rate and public debt there is a negative correlation.
On the other hand, the second factorial ax explains 14,95% of the total variance. According to this ax there is a
positive correlation between the inflation rate and public debt. Between these the government investment rate, the
unemployment rate, fiscal deficit and the GDP growth rate, there is a negative correlation.
3 ,857 14,275 83,083
4 ,512 8,540 91,622
5 ,260 4,329 95,951
6 ,243 4,049 100,000
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Figure 2: The representation of the relations between EU countries on the first two factorial axes
Source: Own processing in SPSS 20.
As a consequence of the first factorial ax, in 2012, there can be identified two groups of countries, the first
consisting of countries: Estonia, Romania, Luxemburg, Latvia, Sweden, Bulgaria, the Czech Republic and Lithuania
characterized by high GDP growth rate, inflation rate, fiscal deficit and government investment rate and low
unemployment rate and public debt. The second group of countries includes Greece, Spain, Ireland, Cyprus, Portugal,
Italy, which have low GDP growth rate, inflation rate, fiscal deficit, government investment rate and high
unemployment rate and public debt.
The analysis of the first factorial fax highlights that in 2012, the countries worst affected by the crisis, especially
by the sovereign debt crisis have not overcome it yet, despite the numerous measures taken. Also, it seems that fiscal
austerity didn`t worked as expected in their case. At the moment, these countries face very high unemployment rates,
particularly with young unemployment, that exceeded 50% in Spain and Greece.
On the other hand, the fact that there are other countries that have used austerity measures but they appear to have
a better economic situation in 2012 proves that their economic problems were not of the magnitude as those of Greece.
In their case, austerity worked, this countries having relatively stable economies now.
According to the second factorial ax, there are countries like Hungary, Italy, Cyprus, Poland and the Czech
Republic that have simultaneously a high inflation rate and public debt and a lower government investment rate,
unemployment rate, fiscal deficit and GDP growth rate. At the same time, there are countries like Latvia, Sweden and
Bulgaria that have concurrent low public debt and inflation rate.
An obvious conclusion of the analysis of the two factorial axes is that there are countries in the European Union
(Latvia, Sweden) that had very good economic results in 2012. As a matter of a fact, the European Commission (2014)
forecasts a GDP growth increase of 2.5% in 2014 and of 3.3% in 2015, after 0.9% growth in 2013, for Sweden. Also,
Latvia is expected to have a strong GDP growth in the following years, after a 4% increase in 2013. The good economic
evolution of such countries compared to others, during and after the crisis, can be explained either by the fact that the
crisis hasn`t hit them very deep, either by the fact that they have taken the right measures to overcome it. From this
point of view, Sweden belongs to the countries less affected by the financial crisis, while Latvia among those with
proper solutions adopted. For instance, Latvia adopted different austerity measures as other EU countries. Between
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2009 and 2010, Latvia decreased government spending from 44% of GDP to 36% of GDP, dismissed 30% of civil
servants, closed half of state agencies and reduced the average public wages by 26% in one year. Meanwhile, pensions
and social benefits have been reduced slightly and the flat tax on personal income remained at 25%. So, what is
particular in Latvia`s austerity is that Latvia has not increased taxes and fees, as other countries have.
On the other hand, there are the EU countries that were the most affected by the crisis (Greece, Spain, Ireland,
Cyprus, Portugal, Italy), countries in which recovery is still very slow. In the case of Greece, the first signs of economic
growth are forecast in 2014, after GDP contracted in 2013. Recovery is expected to gain strength in 2015, investments
becoming the main engine of this recovery, as they are attracted by the possibilities provided by the ongoing structural
reforms. Regarding Spain, it`s economic situation has improved starting with the third quarter of 201, when GDP
growth accelerated to 0.3%. Spain`s recovery is expected to consolidate in 2014, while unemployment rate is forecast
to retreat gradually. The situation is the same in Portugal, where the positive trends regarding the GDP growth rate
and the employment rate are foreseen to continue in 2014 and 2015. Also, in Italy, after facing a severe recession, the
economy returned to growth at the end of 2013. While for 2014 it is expected a slow economic growth rate, in fact,
growth is expected to rise further in 2015. The same predictions are valid in the case of Ireland too (European
Commission, 2014, pp. 60-90).
At the moment, in the European Union the country that is still in recession is Cyprus, the GDP contracting with
6% in 2013, as the European Commission (2014) stated. In 2014, the downward economic trend is expected to ease,
while growth is foreseen to return in 2015 as domestic demand recovers.
5. Conclusion
After facing a very deep economic crisis, the European Union has returned to economic growth lately. However,
this recovery is slow and fragile, and the EU still has a long way to go to full recovery.
Despite the fact that in most EU countries economic growth began an upward trend in 2013 and this is expected to
continue in 2014, actually 2015 is the year with the best predictions regarding the economic recovery of the European
Union.
Even though at the level of the entire European Union the main economic indicators are foreseen to improve in the
following years and the economic growth is expected to consolidate, there are still major differences among countries
regarding recovery. The countries that are on the right path of the recovery process are the ones that have not been
deeply affected by the financial and economic crisis. In their case, the austerity measures taken to overcome the crisis
were helpful. On the other hand, in the case of the EU countries that have faced a sovereign debt crisis, the results
have not appeared as soon as expected.
It is obvious that since 2008 the European Union has been going through a though period. Despite that fact it is on
the right track in terms of recovery, the EU must be careful what to do in the future to maintain this upward trend.
Given that recovery is still fragile, the EU needs to focus its efforts in taking the best economic measures to consolidate
its` economic growth and to reach the pre-crisis values of the macroeconomic indicators.
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